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PROJECT FINANCE - ELIGIBILITY OF COSTS  

Eligibility of costs for Ex-Im Bank's support of limited recourse project finance ("Project
Finance") transactions generally tracks the overall criteria developed and used for other Ex-Im Bank
programs.  However, eligibility guidelines for Project Finance cases require further explanation since
the coverage requested under these cases brings into focus cost categories and eligibility issues that
are only occasionally seen in other Ex-Im Bank programs.

The following explains the various Ex-Im Bank cost eligibility guidelines as they pertain to
Project Finance cases.  The criteria underlying these guidelines are based on assessments of whether
the respective  cost  categories  satisfy  the  two  objectives  of  1) consistency with Ex-Im Bank's
policies, and  2) the flexibility required to appropriately support Project Finance cases.  Ex-Im Bank's
Engineering and Environment Division, with input from the Project Finance Division, determines the
eligibility of the various costs associated with a specific project. Actual support determination is
always subject to the receipt of proper supporting documentation (invoices, Supplier's Certificates,
etc.) by Ex-Im Bank's Credit Administration Division during the disbursement stage of the
transaction.  

In order to determine the support available for a given transaction, the total project cost must
first be broken down according to major items in a form acceptable to Ex-Im Bank.  An example of an
acceptable Project Cost Breakdown is provided as Attachment "A". Before Ex-Im Bank will consider an
application for a final commitment, the Project Sponsors must submit a U.S. Acquisition List
satisfactory to Ex-Im Bank setting forth the U.S. and eligible foreign costs of all the U.S. items of the
particular project.  An example of a U.S. Acquisition List is provided as Attachment "B".

There are seven major guidelines used to determine the eligibility of costs associated with
various elements of Project Finance transactions:

• FOREIGN CONTENT

• REACH-BACK

• RELATED PARTIES

• CAPITAL COST

• CONTINGENCIES

• LOCAL COST

• PROGRESS PAYMENTS

The guidelines and the manner in which they are applied are explained as follows:

I - FOREIGN CONTENT GUIDELINES

Foreign Content guidelines for Project Finance transactions follow an "item-by-item"
approach.  To be eligible for support, an item must be shipped from the U.S. and the foreign content
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of the item (cost of foreign-made components incorporated into the item in the U.S., which is the
"Eligible Foreign Content" of the Item) must be less than 50 percent of the cost to produce the item.

Once an item is determined to be eligible for support, Ex-Im Bank will finance either 85
percent of the U.S. Contract Price of the item, or 100 percent of its U.S. Content (U.S. Contract Price
less Eligible Foreign Content), whichever is less.  The U.S. Contract Price of an item excludes the cost
of any foreign made items that are not deemed components of the U.S. item.  Inasmuch as multiple
items are supplied to a project in Project Finance transactions, each item for which Ex-Im Bank
support is requested will be reviewed for eligibility with respect to Ex-Im Bank's foreign content
guidelines.   The level of support for the items contained in the final "Acquisition List" will be subject
to the actual amount of foreign content which is verified by the Supplier's Certificate, a document
which Ex-Im Bank requires with each request for disbursement.

Services performed by U.S.- based personnel employed by a company doing business in the
U.S. are treated in a similar manner.  Each service "task" described in a service contract constitutes
an item.  Eligible Foreign Content of services is limited to the costs of foreign personnel employed
directly by the U.S. company, travel on non-U.S. carriers and per diem or related expenses incurred
outside the U.S. in the course of performing the U.S. services.  Finally, foreign shipping costs for items
as permitted under P.R. 17, which is administered by the National Maritime Administration, are
considered to be eligible foreign content with respect to items being shipped if these costs are
included in the item's U.S. Contract Price.

II - "REACH-BACK " GUIDELINES

Although in its other programs Ex-Im Bank only considers costs incurred after an application
has been made to Ex-Im Bank as eligible for support, this is generally inappropriate in  Project
Finance applications.  Discussions with Ex-Im Bank often precede the submission of Project Finance
applications, and legitimate project costs generally accrue  before an application to Ex-Im Bank can
be completed.  For this reason, a special "Reach-Back" or eligibility cutoff date of six months prior to
the filing of a formal and complete application (as determined by Ex-Im Bank) has been established for
Project Finance.

Applicants will be advised of this date once their application is formally accepted by the
Project  Finance Division.  Costs incurred before the Reach-Back date are not eligible for Ex-Im Bank
financial support, and therefore must be funded through equity or financing from another participating
bank.  This guideline tracks the "additionality" principle whereby Ex-Im Bank support and
corresponding budget are applied only to exports which would not have gone forward without Ex-Im
Bank support or the bona fide anticipation of such support.  Costs incurred before this period
generally relate to exports already effected, which were not incurred conditional on Ex-Im Bank
support.  In addition, sunk costs such as the project exploration, feasibility and commercial viability
studies undertaken at the project definition phase and before the established Reach-Back date will
not be supported by Ex-Im Bank.

III - RELATED PARTIES COST GUIDELINES

Most Project Finance transactions contain elements of costs for services or products provided
by a U.S. supplier which also has ownership in the project.  Ex-Im Bank provides support for such
costs as long as there is evidence that the sale in question was negotiated and administered on an
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"arms-length" basis.  When parties to a contract are related to one another, Ex-Im Bank will presume
that the contract is not arms-length.  

In determining cost eligibility of a related party's contract, the sponsor or supplier may first
be asked to provide evidence that the contract was negotiated on an arm's-length basis.  It can usually
be assumed that if the percentage of ownership between a supplier and buyer is not a controlling one,
a negotiated sale may be arms-length.  However, when the ownership percentage is close to or greater than 50
percent, Ex-Im Bank's Engineering and Environment Division will review each cost element of a contract to determine
which can be considered arms-length for purposes of Ex-Im Bank support.  Factors taken into account in the
Ex-Im Bank determination include whether or not offers from other suppliers were solicited (thereby
introducing competition), whether separate divisions of the company negotiated the contract on an
independent basis, and whether the costs involved reflect market prices.  

Fees including "development fees" charged by a sponsor having ownership in a project are not considered
eligible for Ex-Im Bank support.  In certain instances, however, if a cost breakdown of such a fee shows
that it covers the cost of certain project related services subcontracted to a U.S. company, the
Engineering and Environment Division will review the costs to determine their eligibility for inclusion
in the Ex-Im Bank supported portion of the project.  For example, the cost reflecting an actual
invoiced amount for engineering services subcontracted to a U.S. company and undertaken within the
Reach-Back period, represents an element of a fee which may be eligible for Ex-Im Bank support. 

Engineering services undertaken directly by a sponsor may also be considered eligible when
factors including competitive pricing elements and inter-company contractual controls of the service
costs are evident.  While certain bona fide sponsor incurred costs (such as the salaries paid for the
undertaking of required project services) may be eligible for support, actual fees associated with any
related party's contract are not eligible for Ex-Im Bank support.

IV - CAPITAL COST GUIDELINES

This straightforward guideline reflects the fundamental policy that Ex-Im Bank will limit its
support of Project Finance transactions (as it does for all project related transactions) to only those
items deemed to be "capital cost" in nature.  This means that pre-development costs incurred at the
project definition stage, as well as costs incurred after the project is operational, such as operations
& maintenance (O&M) activities, will not be considered eligible for Ex-Im Bank financial support.
 Working capital costs are also considered ineligible for support.   Only those capital cost items, such
as equipment and services covered under an engineer, procure and construct contract (EPC), legal,
financial and engineering services associated with the undertaking of the project, and items such as
training and insurance during construction will be considered eligible for Ex-Im Bank support.  Refer
to the Sample Acquisition List, Attachment B, for examples of eligible capital cost items. 

The costs of all pre-construction activity must be itemized so that Ex-Im Bank can establish
whether they constitute a capital cost eligible for Ex-Im Bank support.  Specific  costs incurred in the
project development stage may be considered eligible if Ex-Im Bank determines that a) they were
incurred on an arms-length basis, b) fall within the established Reach-Back period, and c) relate to
final design, construction and related activities such as acquisition of permits or finalization of
financial support.  Investments made by sponsors to cover preliminary studies regarding the viability
or feasibility of a project, especially related to decisions of sponsor participation, are not considered



1 If the pre-project services were financed under the Ex-Im Bank Engineering Multiplier Program, then these services
may be rolled into the capital cost of the project, in keeping with the special feature of that Program. 
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capital in nature.1  (Usually such costs will have been incurred well before the established Reach-Back
date.)  Similarly, post-completion operating expenses should be met with project revenue, and will not
be considered eligible for support.

V - CONTINGENCY COST GUIDELINES

Generally, amounts for contingencies associated with EPC contracts or major supply contracts
which do not exceed 10 percent of the total contract price, will not be questioned by Ex-Im Bank at
the application stage and thus will be considered eligible.  However, prior to any Ex-Im Bank
disbursement, these amounts will be reviewed by the Engineering and  Environment 
Division to ascertain whether they are technically appropriate and necessary to successfully complete
the project.  Also, input from the Lender's Independent Engineer will be used in the determination.
Contingency related items must also be fully described and are subject to the other eligibility criteria
described in this paper.  In no case will disbursements be made for an unused contingency.   

Only those contingencies associated with eligible project supply contracts will be considered
for financial support by Ex-Im Bank.  The appropriateness of the request, and the nature of the
project and related project risks will always be the principal factors by which Ex-Im Bank will
determine the eligibility at the application stage of a contract contingency allowance.  

Ex-Im Bank considers "Owner's Contingencies"  as an element of the equity portion of a project, and hence
ineligible for financial support.  Contingencies associated with related party contracts will be reviewed
on a case-by-case basis to determine eligibility. 

VI - LOCAL COST GUIDELINES

 
As a special Project Finance Program feature, Ex-Im Bank will generally support eligible local

costs to an amount of up to 15 percent of the U.S. Contract Price associated with the project.  This
support is in addition to the normal support of 85 percent of the U.S. Contract Price. To be eligible
for Ex-Im Bank support, the local costs must represent goods and services produced and procured
within the host country and they must be included within the scope of supply of the U.S. supplier's
contract, the U.S. Contract Price of which is being supported by Ex-Im Bank.  At the disbursement
stage, Ex-Im Bank requires evidence that local costs were invoiced through a U.S. supplier.
Disbursements made for local costs must also remain within 15 percent of the aggregate amount of
the U.S. Contract Price for which the 85 percent U.S. related disbursement portions are made at all
times during the disbursement process.  

VII - CONTRACT PROGRESS PAYMENT GUIDELINES

Progress payments (and construction "milestone payments") made under the terms of an EPC
or other supply contract, are generally eligible for Ex-Im Bank support to the extent that the supplier
can certify that the accrued costs for actual work performed under the contract, including expenses
for any subcontracted equipment, are at least equal to the value of the respective progress payment.
A certification that the value of the progress payment does  not exceed the costs incurred by the
supplier to date must accompany any request for a progress payment disbursement.  Similarly,
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disbursements for initial down payments will only be made once the supplier can certify to Ex-Im
Bank that actual expenses associated with the work performed are equal to the value of the requested
disbursement.  The Lender's Independent Engineer may be required to confirm the level of work
performed.  Ex-Im Bank disbursements may not serve as general working capital for the supplier. 

In cases where the requested progress payments exceed 60 percent of the value of the export
before it is shipped, the Engineering and Environment Division will advise the Credit Administration
Division as to whether any further disbursements should be made until such time as the product is
actually delivered.  The Engineering and Environment Division will review the payment terms of the
major project supply contracts, especially the EPC contract,  and will advise the U.S. supplier if it
appears that the progress payment schedule conflicts with Ex-Im Bank requirements, as described
above.

MORE  INFORMATION

U.S. Toll Free Number 1-800-565-EXIM
Worldwide Number (202) 565-3946
Structured and Project Finance (202) 565-3690  Fax  (202) 565-3695
TDD (202) 565-3377
Fax Retrieval 1-800-565-EXIM, press 1, press 2
E-Mail bdd@exim.gov
Internet http://www.exim.gov

Regional Offices:
Northeast - New York (212) 466-2950  Fax  (212) 466-2959
Mid-Atlantic - DC (202) 565-3940  Fax  (202) 565-3932
Southeast - Miami (305) 526-7425  Fax  (305) 526-7435
Midwest - Chicago (312) 353-8081  Fax  (312) 353-8098
Southwest - Houston (281) 721-0465  Fax  (281) 679-0156
West - Long Beach (562) 980-4580  Fax  (562) 980-4590
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                                                                                                                                                                        Attachment A
SAMPLE PROJECT COST BREAKDOWN

AS  REQUIRED FOR EX-IM BANK PROJECT FINANCE APPLICATIONS

(Assume a hypothetical  oil-fired, thermal electric power plant)                    COST ELEMENTS
A = U.S. Contract Price Eligible for Ex-Im Support
B = Eligible Foreign Content Included in "A"
C = Local (Host Country) Costs
D = Other Foreign Exchange Costs (Ineligible for Ex-Im) 
E = Total Cost (A+C+D)

 I - EPC CONTRACT                                                                                                                             U.S. $ Millions     
 Item (Quantity and Description)       Supplier Name & Location of Manufacture       A           B           C         D            E

Two Boiler units & auxiliaries Johnson Boilers; Balt, MD 21999 55.0 4.5 8.0  - 63.0

Two 175 MW T-G sets Turbo Works Co.;  Nashua, NH 31200 65.6 3.2 3.0 4.0 72.6

4 Feed Pumps Davis Pumps;   Orange, VA 98711 21.6 - - - 21.6

Other Mechanical BOP Various, To Be Determined 1.0 - 0.8 24.0 25.8

3 Main Transformers To Be Determined 10.5 0.5 - - 10.5

SF6  switchgear Current Devices;  Danbury, CT, 39566 12.5 1.0 - - 12.5

Other Electrical BOP Various, To Be Determined - - 2.0 19.0 21.0

Fuel Storage Tanks Ohio Steel; Cincinnati, OH 98888 0.3 - 0.5 - 0.8

Instrumentation & Controls KX Instruments; San Antonio, TX 78923 3.3 0.1 - - 3.3

Design & Engineering Bradley & Hunt, Inc.  Atlanta, GA  37546 15.0 - 1.0 - 16.0

Construction Management Grace Construction;  Helena, MT 23552 25.0 - 3.0 - 28.0

EPC Contingency and Fee Grace Construction; Helena, MT 23552 25.0* - - - 25.0

EPC Contract Subtotal 234.8 9.3 18.3 47.0 300.1

II - OTHER

Owners' Engineering Services Energy Development Co. 10.0* 0.5 1.0 1.0 12.0

Operator Training Services Energy Development Co. 3.0* - 2.0 - 5.0

Preliminary Proj. Engineering Bradley & Hunt Inc. Atlanta, GA 37546 2.0* - 0.1 3.0 5.1

Fuel supply consultants Oil Endeavors Corp. Houston, TX 67544 2.0* - - 1.0 3.0

Legal Advisory Services Various (Lenders, Sponsors, Banks) 1.2* 0.2 - 0.5 1.7

Financial Advisory Services Miller Bank  (U.S. & Hong Kong) 1.0* - - 1.0 2.0

Construction Insurance You Build It Right, Inc. Denver CO 21221 2.0 - - - 2.0

Commercial Bank Commitment Fees - **- - - 1.0 1.0

Local Taxes & Duties - - - 1.0 - 1.0

Other Indirect Cost - - - - 3.0 3.0

Sponsors Develop Cost & Fee Bradley/Peters/Smith **- - - 8.0 8.0

Other Subtotal 21.2 0.7 4.1 18.5 43.8

TOTAL PROJECT COST:    256.0 10.0 22.4 65.5 343.9

Note:  Interest During Construction  and Ex-Im Exposure Fee Not Included
* Cost or portion of cost eligible for Ex-Im support  (takes into account reach-back period, and other eligibility criteria)
** Cost generally not eligible for Ex-Im support



SAMPLE U.S. ACQUISITION LIST Attachment B
EX-IM BANK PROJECT FINANCE PROGRAM

(REQUIRED PRIOR TO DISBURSEMENT)

(Assume a hypothetical oil-fired, thermal electric power plant) COST ELEMENTS
A = U.S. Contract Price Eligible for Ex-Im Support  
B = Eligible Foreign Content Included in "A"

C = Associated Local Costs Not Included in "A"
I- EPC CONTRACT
Item (Quantity and SIC CODE) Supplier Name & Complete Address of Manuf. Location   U.S. $ Millions

  of Eligible U.S. Products (include DUNS Number where available)   A B C

Two Boiler units & auxiliaries
(SIC 3443)

Johnson Boilers;  212 West St., Balt, MD 21919
      DUNS # 345-54-7451

55.0 4.5 8.0

Two 175 MW T-G sets (SIC 3511) Turbo Works Co.;  46 Main St.  Nashua, NH 31200
      DUNS # 423-00-5675

65.6 3.2 3.0

4 Feed Pumps (SIC 3561) Astro Pumps;  97 World Series St., Houston TX 77042 21.6 - -

HP Piping (SIC 3317) Maxwell Tubing, 534 Industrial Dr., St.Paul MN 67899
     DUNS # 978-12-4363

0.7 0.1 0.8

3 Main Transformers (SIC 3612) Volt Raisers, Inc.; 56 Current Dr. Amesbury MA08123 10.5 0.5 -

SF6 switchgear (SIC 3613) Current Devices; 55 Ampere Way, Danbury, CT 39566 12.5 1.0 -

Valves (SIC 3491) Interrupt Devices Co.; 35 Port Drive, Irvine, CA 98753
     DUNS # 973-63-1258

0..3 - -

Fuel Storage Tanks (SIC 3443) Ohio Steel; 231-B Structural Dr., Cincinnat, OH 98888 0.3 - -

Instrumentation/Control (SIC 3625) KX Instr., Co. 9687 Oak St., San Antonio, TX 78923 3.3 0.1 -

Design & Engineering    
(SIC 8711)

Bradley & Hunt, Inc., 645 Circle Court, Atlanta, GA  37546      
DUNS # 876-23-7552

15.0 - 1.0

Constr. Management (SIC 8711) Grace Constr.; 867 Junction St., Helena, MT 23552 25.0 - 3.0

EPC Contingency & Fee (SIC 8711) Grace Constr.; 867 Junction St., Helena, MT 23552 25.0* - -

EPC  Subtotal 234.8 9.4 13.3

II - OTHER

Owners' Engineering Services
(SIC 8711)

Energy Development Co.;  534 Branch Dr. S.F. , CA 98459      
  DUNS # 567-23-5678

10.0* 0.5 1.0

Operator Training (SIC 8711) Energy Dev. Co.; 534 Branch Dr. S.F. , CA 98459 3.0* - 2.0

Prelim. Proj Engineering (SIC 8711) Bradley & Hunt Inc.; 2 Design Ct, Atlanta, GA 37546 2.0* - 0.1

Fuel supply consultants (SIC 8711) Bagwell Assoc.; 1 MVP  St., Houston, TX 76544 2.0* - -

Legal Advisory Svcs. (SIC 8111) Solomn & Gainer,  New York & Hong Kong 1.2* 0.2 -

Financial Advisory Svcs. (SIC 6282) Miller Bank; 713 Eastern Road, New York, NY  25564 1.0* - -

Construction Insurance (SIC 6411) You Build It Right, Inc.; 1 Safety Way, Denver CO 21221 2.0 - -

Other Costs Subtotal 21.2 0.7 3.1

TOTAL   256.0 10.1 18.5

Note:  Interest During Construction  and Ex-Im Exposure Fee Not Included
* Cost or portion of cost eligible for Ex-Im support  (takes into account reach-back period, and other eligibility criteria)


